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Introduction
Strengthening the mobilization of domestic resources is viewed as a condition of economic growth and sustainable development. Over the last two decades, developing countries have witnessed a steady increase in tax revenues. According to new figures released by the ICTD (International Centre for Tax and Development), among developing countries, non-resources taxes increased from 13 per cent of gross domestic product (GDP) in 1990 to 16 per cent in 2009. This progress in the mobilization of domestic revenues is consistent across developing regions and mirrored by the evolution of non-resources tax collection that has also improved in sub-Saharan Africa over this period (Prichard et al., 2014) .
While this progress in tax revenue collection may reflect a constant investment in tax reforms (introduction of value added taxes, adoption of advanced tax administration practices, giving more autonomy to tax collection agencies), this improvement might also result from more political competition in the developing world. Indeed, as stressed by Di John (2006) , while adopting an economic point of view is important for understanding the processes of tax collection and the sustainability of tax reforms, this analysis would be incomplete if it ignored the political nature of taxation.
Despite the paucity of the literature on how political factors may affect the structure and the level of taxes, some contributions in the political economy literature help to give a sense of some stylized facts.
According to public choice theory, greater political competition may lead to moderate policy choice in terms of taxation (Buchanan and Wagner, 1977) . In fact, politicians are votemaximizers and will choose the tax policy that maximizes the well-being of a large group of voters. Likewise, political competition can help to provide the necessary political support to legitimate state tax policies and improve voluntary compliance among taxpayers. This will result in more tax collection and less volatility of tax revenues. According to Rogers and Rogers (1995) , greater political competition lead to bigger government in terms of public spending. Therefore, when the political competition is greater, the government which is vote-maximizing tends to tax more in order to finance the provision of public goods which will improve the well-being of the voters, especially when it faces a budget deficit constraint, which reduces the possibility of resorting to debt. This argument suggests that improvement in the delivery of public services will increase the legitimacy of the state collecting taxes and therefore generate greater compliance among taxpayers. However, in developing countries especially, the private cost of not paying taxes is often insignificant compared to the private gain, mainly because the enforcement mechanisms are weak and the probability of detection of non-compliance is low. Actually, due to the widespread informal sector, compliance is likely to be high only for direct taxes which apply to individuals and/or companies in the formal sector. A potential solution would be to broaden the tax base. But this would be constrained by political opposition or the lack of enforcement mechanisms, especially if one wants to extend tax collection to the entire informal sector. However, there is a strong belief among scholars that building legitimacy around the process of tax collection is a guarantee of sustainability. In this line, Di John (2006) provides a critical review of the economic, administrative, and political economy approaches used to analyse taxation in developing countries. He argues that political competition plays an important role in the increase and the stability of tax revenues. Indeed, tax reforms require either a social consensus that tax policies should be implemented as a matter of the common interest, or a strong state with the ability to impose its preferences regarding allocation of resources. In this line, political parties, by providing the political support necessary to legitimate state tax policies, help to put the tax system on the right track. The debate concerning the legitimacy of tax policy is strongly linked with that concerning the state's fiscal capacity. Besley and Persson (2013) analyse the economic and political determinants of states' capacity to support markets and levy taxes. They develop a framework where tax rates are the result of endogenous policy choices, which are, however, constrained by the state's legal and fiscal capacity inherited from the past. The central finding of their paper is that a more representative political system raises the investment in fiscal capacity. With regard to the empirical political determinants of the state's fiscal capacity, they find that past parliamentary democracy is positively correlated with the level of tax revenues. However, this result holds only for income taxes and trade taxes. An interpretation of this result is that a parliamentary regime, rather than a presidential system, generates more political legitimacy and increases the consent of citizens with regard to paying taxes. Likewise, Bierbrauer and Boyer (2013) study the relationship between political competition and taxes using the Mirrleesian model of income taxation. They assume that politicians differ according to their quality and they have to attract the vote of two types of groups: low-skilled individuals (the majority) and high-skilled individuals. When there is no quality difference, in order to maximize the number of voters, the politicians will reduce or not increase taxes that affect the majority, made up of low-skilled individuals (with no consideration for the utility of the highly skilled). This will mean a reduction in indirect taxes in developing countries, for instance, as these are more likely to affect the majority and so reduce the probability of being elected. When the quality difference is large, the advantaged politicians have a higher probability of getting elected. Therefore, they will adopt a moderate tax policy to avoid losing the vote of the majority while preserving the interests of high-skilled individuals. This could mean no reduction of indirect taxes, but also no increase of income taxes or property taxes. Finally, in the case of small difference in quality, the advantaged politicians will still maintain a moderate tax policy, but give more weight to the majority of voters (low-skilled individuals). This could mean reducing indirect taxes while maintaining the level of income or property taxes. The disadvantaged politician in contrast will follow an extreme policy in order to attract all the votes of the majority.
Overall, the review of the existing literature suggests that political factors do indeed drive the conduct of the tax policy. Little empirical evidence is provided, however, especially concerning developing countries.
On the basis of the above-mentioned facts, this research seeks to assess the effect of political competition on tax revenues in developing countries. Specifically, we exploit the difference in the level of political competition across countries and time to explain the disparities in tax revenue collection among developing countries. The contribution of this paper is twofold: First, we assess the effect of political competition on the level of tax revenues. Second, we test whether fiscal rules put a constraint or act as a catalyst for tax revenue mobilization in developing countries. 1 The study concerns 89 developing countries over the period 1988 to 2010. The rest of the paper is organized as follows: section 2 outlines the methodology; section 3 discusses the results; while section 4 concludes.
Methodology
This section presents the empirical framework and the data used in order to investigate the relationship between political competition and tax revenues.
Econometric model
We estimate a dynamic panel data model in order to take into account the strong inertia which characterizes most fiscal variables (Ebeke and Ölçer, 2013) . Using the lagged variable of taxes in the right-hand side of the equation not only captures the inertia of the fiscal variables but also the fact that the current state's fiscal capacity depends on the fiscal capacity inherited from the past (Besley and Persson, 2013) . The specification adopted is the following:
In equation (1), represents the level of tax revenues of country at time and is further broken down into three categories: direct taxes, which refers to taxes on profits, income and capital gain, and property taxes; indirect taxes, which are taxes on goods and services (sales taxes/value added taxes [VAT], excises); taxes on international trade (import taxes and export taxes).
2 This choice is justified by the fact that these different categories of taxes constitute a stable base of revenue mobilization in most developing countries. In fact, they are non-resource taxes and their collection constitutes a huge challenge for developing countries in this current era of liberalization (Di John, 2006; Ebeke and Ölçer, 2013; Moore, 2014) .
is a measure of political competition which captures the probability that two deputies picked at random will be of different political parties.
is a dummy of the presence of fiscal rules. We exploit the interaction between the dummy of fiscal rules and the measure of political competition to assess the dampening effect of the presence of fiscal rules. Our hypothesis is that higher political competition will lead to a higher level of tax revenues ( > 0 ), but this effect is lower for countries which have adopted fiscal rules ( < 0). The reasoning surrounding this hypothesis is that politicians are vote-maximizers and thus tend to increase spending to attract more votes (Buchanan and Wagner, 1977; Rogers and Rogers, 1995) . However, to avoid an unsustainable fiscal deficit, they also increase the level of tax collection. In particular, following Besley and Persson (2013) , we expect a positive effect of political competition on the level of trade taxes and income taxes. In fact, in order to mobilize strong political support and get elected/reelected, the government has to tax more to provide more public services. However, in a redistributive state of the world, this implies a tax distortion in the sense that one group of economic agents will be overtaxed. For this reason, the effect of political competition on indirect taxes could be negative or not significant. For example, the government will be very reluctant to increase VAT to avoid losing the support of the majority of voters. However, a decrease of the VAT in order to attract the political support of the voters may raise the level of household consumption and thus result in more tax revenues.
′ is the matrix of control variables including GDP per capita, inflation, trade openness, the debt as a percentage of total exports, total population, and oil rents as a percentage of GDP (Combes and Saadi-Sedik, 2006; Ebeke and Ölçer, 2013) . We expect positive effects of GDP per capita, trade openness and population on the mobilization on tax revenues. Indeed, high GDP per capita indicates more consumption of goods and services, and therefore more tax revenues. Likewise, the more the country is open to trade, the more it can raise taxes on imports as well as exports. Similarly, the higher the population, the higher consumption will be and hence the higher the potential tax revenues. In contrast, high inflation may suggest a decrease in the demand for goods and services and less tax revenues. We expect a negative effect of oil rent on taxes due to the potential crowding-out effect. In fact countries endowed with natural resources are more likely to put less effort into collecting taxes. Likewise, we expect a negative effect of debt on taxes because more taxes means resorting little to debt to finance public spending.
Considering the estimation of equation (1), since the lagged dependent variable appears on the right-hand side, the OLS (ordinary least squares) estimator is biased due to the correlation with the error term. In order to deal with this issue we use the extended System-GMM (general method of moments) introduced by Blundell and Bond (1998) , where the equation in level is combined with the equation in difference in a single system of equations. In this case, lagged variables in levels and lagged variables in difference are used as instruments. This approach has the advantage of addressing both the issue of endogeneity and the issue of unobserved heterogeneity. In addition, this estimator is preferred over the standard first-difference GMM because if the dependent variable is close to a random walk process, then variables in level are poor instruments of the variables in difference. The System-GMM helps to address this issue of weak instruments and, above all, has better finite sample properties. The standard errors are corrected using the standard Windmeijer (2005) finite sample procedure.
Data sources
Data on taxes are drawn from the new released ICTD Government Revenue Dataset (Prichard et al., 2014) . This dataset is the most recent and comprehensive database currently available and combines data from several major sources. It has extensive coverage (1980-2010; 191 countries) and allows a certain level of granularity. Hence, in contrast with other sources, it provides reliable information on various categories of taxes. Data on political competition are collected from the Database of Political Institutions (Beck et al., 2001; Keefer, 2012) . Data on fiscal rules are from the Fiscal Affairs Department of the International Monetary Fund (Schaechter et al., 2012) . Data on controls are collected from the World Bank (World Development Indicators, 2012) . In this paper, we use a sample of 89 countries over the period 1988-2010. The choice of the sample and period is dictated by data availability. The data are averaged over five non-overlapping years to smooth the business cycle and further deal with the issue of measurement error. Table 1 provides the descriptive statistics of the data based on the minimum sample size used in the estimation.
As regards tax variables, Table 1 shows that total tax revenues represent 14.53 per cent of the GDP in the sample of the developing countries analysed in this study. Allowing for more granularity, one observes that the taxes that contribute most to revenues are indirect taxes which represent 6.43 per cent of GDP. They are followed by direct taxes (4.49 per cent of GDP) and taxes on trade (3.47 per cent of GDP). Figure 1 portrays the evolution of tax revenues in developing countries over the period 1980-2010. According to the figure, total tax revenues have sharply increased over the three decades under study, especially since the mid 1990s. This increase is likely to be driven by the adoption of VAT in most developing countries during this period. As can be seen in Figure 1 , indirect taxes have steadily increased since the early 1990s. With less magnitude, a similar increasing trend is observed for direct taxes. In contrast, trade taxes exhibit a steady downward trend, which might reflect trade liberalization policies that have been put in place during this period.
Concerning our interest variable (which captures the probability that two deputies picked at random from the legislature will be from different parties), Table 1 suggests that on average in our sample, one faces relatively polarizing situations in parliaments since the probability of having two deputies from different parties is on average 58 per cent. However, this also reflects a high level of political competition as shown in Figure 2 . This variable ranges between -10 (strongly autocratic) and +10 (strongly democratic). Overall, the figure suggests that political competition followed a steady upward trend over the period 1980-2010. Figures 1 and 2 globally show that political competition and tax revenues followed an increasing trend over the period under study. The question is, therefore, whether this similar path indicates a positive causal relationship between tax revenues mobilization and political competition. The next section gives an answer to that question. 
Results
This section reports the main results obtained from the estimation of the relationship between political competition and taxes in a sample of developing countries. This will be articulated around two sub-sections. First we discuss the results of the effect of political competition on the level of taxes. Second, we will look at the dampening or catalyst effect of fiscal rules on the underlying relationship.
Political competition and the level of taxes
We start our investigation by providing simple graphical evidence, which helps to figure out the nature of this relationship based on raw data. Figure 3 depicts the relationship between political competition and tax revenues in a sample of developing countries over the period 1988-2010. The variable of political competition is divided according to the median of the distribution, allowing comparison of the level of tax revenues between countries with high political competition and countries with low political competition. The lower right-hand side of the figure shows that total tax revenues are higher in countries with high political competition. This feature is also observed for direct and indirect taxes (see upper left-hand side and upper right-hand side). In contrast trade taxes seem to be lower in countries with high political competition. As mentioned earlier, this result may reflect the trade liberalization and the process of fiscal transition that occurred in most developing countries during the period under study.
The graphical evidence provided above reflects a mere correlation and may be biased by econometric issues such as reverse causality or the existence of confounding factors which affect the relation under study. In order to take into account the dynamic of the processes and to tackle the issue of the endogeneity (both concerning the lagged dependent variables and other potential endogenous variables of the model), Table 2 reports the results obtained from the System-GMM estimator.
The validity of the instruments is checked through the Hansen/Sargan test for over-identifying (OID) restrictions and the second-order autocorrelation test. The autocorrelation test suggests that there is no second-order serial correlation in the first-difference residuals. Furthermore, the Hansen test shows that the instruments used are valid. The results obtained from the System-GMM estimator confirm the previous findings. In addition, the significance of the lagged dependent variable in all the specifications strongly supports the hypothesis of tax inertia. The first column presents the estimates of the effect of political competition on total tax revenues and suggests a strong positive effect at the 5 per cent level. Specifically, a one standard deviation increase in political competition leads to an increase of total tax revenues by 0.45 percentage point. Similarly, the results point to a positive effect of political competition on direct and indirect taxes. The observed effects for a one standard deviation increase in political competition are, respectively, 0.28 and 0.26 percentage point. In contrast, the effect of political competition is negative and significant at the 5 per cent level for trade tax revenues. Specifically, a one standard deviation increase in political competition induces a decrease of trade tax revenues by 0.08 percentage point. Although the effect is quite small, this unexpected result may reflect the fact that democratic governments are more likely to be integrated in the global world and therefore tend to implement policies that reduce barriers to trade. The positive effect of political competition on tax revenues (total taxes, direct taxes and indirect taxes) is consistent with the finding of Besley and Persson (2013) and might be explained by the fact that more political competition induces more political legitimacy and increases the consent of citizens to pay taxes. The observed positive effect of political competition may also reflect a political attitude of aiming to attract the votes of the majority. In fact, in the short run, the government has to build on the state's fiscal capacity, such as improving the competencies of tax administration, capacity building, etc., therefore the government is inclined to tax more in the short run and/or provide less public goods. In a redistributive state of the world (different from the utilitarian framework), political control implies tax distortion in the sense that one group is always overtaxed to fund the redistribution. Therefore the government may choose to reduce indirect taxes but to increase direct taxes. This is consistent with the vote-maximizing assumption, since the government wants to gain the support of the largest part of the population, which is made up of low-skilled and poor people who are actually most affected by the indirect taxes (VAT for instance) since they work in the informal sector. The reduction of VAT will lead to more consumption and therefore more tax revenues. The increase of direct taxes (for instance income taxes) could lead to a potentially similar effect because the loss in income will shift the household's behaviour from investment or saving to more consumption.
Concerning the control variables, the results suggest that inflation is negatively correlated with the level of taxes. This finding holds irrespective of the type of taxes. Likewise, trade openness is positively correlated with direct taxes and trade taxes. Dependence upon oil revenues seems to reduce efforts towards tax mobilization. Finally, the effect of country size is not robust across specifications.
Political competition and taxes, do fiscal rules matter?
Fiscal rules are adopted by many developing countries in order to limit fiscal indiscipline and keep public finances on a sustainable path. In this section, we investigate the effectiveness of fiscal rules in helping the government avoid fiscal indiscipline. Indeed, we expect that the effect of political competition on tax variables will be less important in countries which have adopted fiscal rules.
The reasoning is that fiscal rules tie the hands of the government and prevent it from using fiscal policy to restore growth when the economy is going through a recession. This may aggravate the recession, leading to less consumption and less taxes. In this paper, we start by using an aggregate variable, which takes the value one for countries that have adopted fiscal rules and zero otherwise. Later, we exploit the granularity of the data by looking at the effects of debt rules and budget balance rules, which are the fiscal rules most used in developing countries. Our intention is actually to capture the willingness of a government to keep to a rigorous fiscal discipline despite the political constraints. Table 3 reports the effect of political competition on the level of taxes, conditional on the adoption of fiscal rules. The results indicate that for countries without fiscal rules, the size of the effect of political competition for a one standard deviation increase is 0.35 percentage point for total tax revenues, 0.25 percentage point for direct taxes, 0.41 percentage point for the indirect taxes and 0.17 percentage point for trade taxes. In contrast, for countries which have adopted fiscal rules, the net effect of political competition is reduced. Specifically, the size of the decrease is around 0.52 percentage point for total tax revenues, 0.13 percentage point for indirect taxes and -0.11 percentage point for trade taxes. There is no significant effect of fiscal rules on the relation between direct taxes and political competition. This finding suggests that fiscal rules are indeed a binding constraint for the politicians and prevent incumbents from resorting to fiscal extravagance. But at the same time, limiting the possibility of the government to use fiscal policy with discretion can lead to less tax collection. A striking fact is that the effect of political competition on trade taxes turns positive when we control for the presence of fiscal rules. This may suggest that the adoption of fiscal rules is a potential channel through which political competition affects trade taxes. However, this mechanism remains theoretically unclear and may deserve further analysis.
Political competition and taxes: evidence from debt rules?
In this sub-section, we investigate the effect of debt rules on the relationship between political competition and tax revenues. Debt rules are rules that set a numerical long-lasting constraint on debt. For instance, in some developing regions (West Africa, Central Africa, Caribbean), debt rules require that public debt should be maintained (or reduced) below the threshold of 60 per cent of GDP. While this rule ensures that the country's public debt remains on a sustainable path, it limits the ability of governments to resort to external resources in order to finance crucial investments that may boost or restore economic growth. The resulting effect is less tax revenues stemming from weak economic growth. Table 4 presents the System-GMM estimates of the underlying relationship. Irrespective of the type of taxes, the effect of political competition conditional on the adoption of debt rules is negative and significant. In other words, the effect of political competition on tax revenues is lower for countries that have adopted debt rules.
Compared to countries which did not adopt fiscal rules, the magnitude of the decline was 0.33 percentage point for total tax revenues, 0.21 percentage point for direct taxes, 0.18 percentage point for indirect taxes and 0.001 percentage point for trade taxes. 
Political competition and taxes: evidence from budget balance rules?
We turn to the effect of budget balance rules on the relationship between political competition and tax revenues. Table 5 reports the estimates of the effect of political competition conditional on the adoption of budget balance rules. Budget balance rules are designed to set a constraint on the overall budget deficit. In most developing countries, the budget balance rule requires either that the basic fiscal balance should be in balance/surplus or that the overall budget deficit should be kept below 3 per cent of GDP. Table 5 shows that except for direct taxes, the conditional effect of political competition on tax revenues is negative and significant. In other words, conditional on the adoption of budget balance rules, a one standard deviation increase in political competition induces respectively a decrease of 0.52 percentage point of total tax revenue, 0.66 percentage point of indirect tax revenues and 0.30 percentage point of trade taxes.
Overall, the empirical analysis suggests that political competition increases the level of tax revenues in developing countries. However, this effect is lower for countries which have adopted fiscal rules.
Conclusion
The current experience of developing countries indicates that taxation is a key component of a sustainable development. Therefore to understand the key drivers of the state's capacity to collect taxes is of great importance. This research builds on the literature of the political economy of taxation to investigate the effect of political competition on the level of tax revenues. Specifically, we investigate the effect on three types of taxes: direct taxes (income taxes, property taxes and corporate taxes), indirect taxes (taxes on goods and services) and taxes on trade. The political competition is measured as the probability of two deputies picked randomly belonging to two different political parties in a parliament. We explore the relationship between political competition and tax revenues using a sample of 94 developing countries over the period 1988-2010. Owing to the inertia of tax variables, we estimate a dynamic panel data model using the Blundell and Bond (1998) two-step System-GMM.
The analysis led to the following results: (i) Political competition positively and significantly affects total tax revenues.
(ii) However, this general pattern differs slightly across the type of taxes. Political competition raises direct and indirect taxes, whereas it decreases the level of trade taxes. (iii) The net effect of political competition on tax revenues is negative for countries which have adopted fiscal rules. This is particularly the case for indirect taxes and trade taxes. The result remains robust irrespective to the type of rule (debt rule, budget balance rule).
Given the central role of taxation on the growth and redistribution process in developing countries, this study offers a new perspective on the analysis of the political factors shaping the design and implementation of tax policies. We specifically show that high political competition may imply more political support to legitimate state tax policies and therefore improve voluntary compliance among taxpayers. However, this positive effect can be dampened by fiscal rules which tie the hands of governments and do not allow them to use fiscal policy in a discretionary manner.
